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SUBJECT: REVIEW OF FORMULA FOR ALLOCATION OF ADMINIS 
TRATIVE EXPENSES BETWEEN ORDINARY AND SPECIAL 
OPERATIONS 

TREASURY FOR FINKEL 

SUMMARY: ADB MANAGEMENT PROPOSES REVISING FORMULA FOR 
ALLOCATING ADMINISTRATION EXPENSES BETWEEN SPECIAL FUNDS 
AND ORDINARY CAPITAL OPERATIONS. OBJECTIVE IS TO ARRIVE 
AT MORE EQUITABLE DISTRIBUTION OF ADMINISTRATION CHARGES 
IN LIGHT OF BANK'S EXPERIENCES TO DATE. REVISION OF 
FORMULA WOULD ENABLE SPECIAL FUNDS RESOURCES TO REIM- 
BURSE TO ORDINARY CAPITAL RESOURCES AS EARLY AS POSSIBLE 
SPECIAL FUNDS SHARE OF ADMINISTRATIVE EXPENSES FINANCED 
BY ORDINARY CAPITAL RESOURCES. USADB RECOMMENDS 
FAVORABLE NAC ACTION. 
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1. ADB DOC R 1 10-73 POUCHED NOV. 27. BOARD CONSIDERATION 
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SCHEDULED DEC. 19. 

2. PRESENT FORMULA WAS ADOPTED IN 1971 BASED ON BOARD 
DOCUMENT R 70-71 DTD OCT. 28, 1971. BASED ON THIS 
FORMULA ADMINISTRATIVE EXPENSES PERTAINING TO SPECIAL 
FUNDS OPERATIONS HAVE AGGREGATES OF $8,700,000 
COVERING YEARS 1969-1972. CURRENT FORMULA STIPULATES 
THAT EXPENSES SO ALLOCABLE TO SPECIAL FUNDS RESOURCES 
BE MET ONLY FROM FEES LEVIED AND COLLECTED ON SPECIAL 
FUNDS LOANS FROM BORROWERS. SINCE INCOME FROM SUCH 
SERVICE FEE IS MINIMAL, ACTUAL EXPENSES OF SPECIAL FUNDS 
OPERATIONS HAVE BEEN TEMPORARILY MET FROM ORDINARY 
CAPITAL RESOURCES AND APPEARS IN FINANCIAL STATEMENTS 
OF SPECIAL FUNDS RESOURCES AS "ADMINISTRATION 
CHARGE PAYABLE TO ORDINARY CAPITAL RESOURCES". HIGH 
EXPENDITURES BEING CHARGED AGAINST SPECIAL FUNDS 
OPERATIONS ARE DUE PRIMARILY TO FACT THAT PRESENT SYSTEM 
IS BASED ON EQUAL WEIGHTAGE GIVEN TO NUMBER AS WELL AS 
AMOUNT OF LOANS. AS OF END 1972, AVERAGE SIZE OF 

SPECIAL FUNDS LOAN WAS $4.58 MILLION COMPARED TO THAT 
OF ORDINARY LOAN AT OVER $10 MILLION WHILE NUMBER OF 
LOANS COMPARED 44 TO 68 RESPECTIVELY. FUTURE PROSPECT 
IS THAT AVERAGE SIZE OF SPECIAL FUNDS LOAN IS NOT LIKELY 
TO GET BIGGER AS BANK WOULD GET INVOLVED IN MORE SMALL 
PROJECTS IN LESSER-DEVELOPED MEMBER COUNTRIES. 

3. IN ORDER TO ACHIEVE OBJECTIVE OF CHARGING SPECIAL 
FUNDS RESOURCES WITH ONLY A REASONABLE AND BEARABLE 
PORTION OF BANK'S ADMINISTRATIVE EXPENSES, BANK IS 
PROPOSING FOLLOWING: 

(A) ALLOCATION OF EXPENSES BE DONE ONLY ON BASIS OF 
AMOUNT OF LOANS. NUMBER OF LOANS TO BE DISREGARDED 
ENTIRELY. (THIS IS CURRENT IDB PRACTICE.) 

(B) ENTIRE INCOME OF SPECIAL FUNDS RESOURCES TO 

BE MADE AVAILABLE FOR THE PURPOSE OF MEETING SPECIAL 
FUNDS EXPENSES. (IDA AND IDB HAVE ADOPTED THIS PRACTICE. 
EXISTING SPECIAL FUNDS RULES AND REGULATIONS DO NOT PRE- 
CLUDE ADB FROM ADOPTING SAME APPROACH.) 

4. PROPOSED REVISION IS TO BE IMPLEMENTED ACCORDING TO 
LIMITED OFFICIAL USE 
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FOLLOWING SCHEDULE: (A) INCOME DERIVED UP TO END OF 
1973 FROM SPECIAL FUNDS RESOURCES TO BE APPLIED TO 
ACCUMULATED "ADMINISTRATION CHARGE PAYABLE TO ORDINARY 
CAPITAL RESOURCES". REMAINING BALANCE TO BE CARRIED 
FORWARD; (B) EXPENSE ALLOCATION FORMULA BASED ON AMOUNT 
OF LOANS ONLY TO COMMENCE FISCAL YEAR 1973; (C) STARTING 
FISCAL YEAR 1974 ALL CURRENT ADMINISTRATIVE EXPENSES OF 
SPECIAL OPERATIONS WILL BE CHARGED TO ALL CURRENT INCOME 
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OF SPECIAL FUNDS RESOURCES. 

5. ADOPTION OF PROPOSED REVISION WOULD REDUCE PROIECTED 
1973 SPECIAL FUNDS EXPENSES FROM $5.1 MILLION TO $3.5 
AND EXISTING DEFICIT OF $8.7 MILLION WILL BE ELIMINATED 
BY 1976. SINCE BANK PROPOSAL ENDEAVORS TO ACHIEVE MORE 
EQUITABLE DISTRIBUTION OF EXPENSES BETWEEN TWO OPERATIONS 
AND MORE APPROPRIATE FINANCIAL REPORTING, USADB RECOMMENDS 
FAVORABLE NAC ACTION. 

SULLIVAN 
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